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EDITORIAL DEPARTMENT NOTE 


The baking industry furnishes one of the best possible 
illustrations of the value to be gained through good cost con- 
trol. This industry is unique in that its operating cycle is very 
short, with a complete cycle from manufacturing through dis- 
tribution every twenty-four hours. Since the product is stand- 
ardized, the opportunity for comparing actual with standard 
cost on a daily basis makes possible determination of out-of-line 
costs very shortly after they have occurred. Operating under 
the principle of exceptions, the bakery cost accountant is in a 
position to provide real cost control with a minimum of red 
tape and cost of operation. The three articles in this issue of 
eta are good examples of what can be achieved in this 

eld. 

The author of our first article is both a C.P.A. and an 
attorney-at-law. W. R. Henry, at present Office Manager of 
the Old Homestead Plant of Langendorf United Bakeries, Inc. 
of San Francisco, spent a number of years in the public ac- 
counting field before joining his present company. Formerly 
a partner of L. T. Deibels & Co., C.P.A.’s, Mr, Henry also 
served on the staff of Price, Waterhouse & Co. He was also 
for a period of years instructor in accounting at the Golden 
Gate College. 

Our second article is by another C.P.A., Earle R. Herbert, 
who has his own practice in Wilkes-Barre, Pa. A graduate 
of Franklin & Marshall College, he spent two years as mathe- 
matics instructor at Nanticoke High School before becoming 
Field Auditor with the Goodyear Tire & Rubber Co. in 1919. 
Two years later he entered public practice with Grant L. Bell 
of Scranton, but later that year joined the U. S. Treasury 
Department as Internal Revenue Agent. Mr. Herbert estab- 
lished his own practice in 1923. 

John R. Lindsay, the author of our third article, is a grad- 
uate of Pace Institute. His early accounting experience was 
obtained as Accountant for Spencer Trask & Co. For four 
years, to 1934, he held the position of Auditor with the Virginia 
Hot Springs Co. Since 1935, Mr. Lindsay has been Office 
Manager of Borck & Stevens, Inc. of Bridgeport. 
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COST ACCOUNTING IN THE BAKING INDUSTRY 


By W. R. Henry, Office Manager, 
Old Homestead Plant, Langendorf United Bakeries, Inc., 
San Francisco, Calif. 


J ees baking industry has certain operating conditions that 
makes timely cost information a necessity to management: 

1. Demand and production must be synchronized daily in order 
to avoid excessive stale loss. 

2. A complete manufacturing cycle occurs each day, from the 
mixing of raw material to the distribution of the completed 
article. 

Such operating conditions call for a cost system that will fur- 
nish daily reports of production and distribution, and of the 
efficiency with which material and labor are used for manufactur- 
ing purposes. 


Process Cost System 


The process cost system is used by the baking industry, the 
product being manufactured as a result of a sequence of continu- 
ous operations in which it is not handled in separate lots, but 
is intermingled in such a way that different lots cannot be dis- 
tinguished. The costs for a period are spread over the production 
of that period, on the theory that the units are essentially alike. 


Production Orders and Reports 


Instead of describing how the three elements, material, labor 
and overhead, are controlled, let us follow the daily flow of orders 
and reports and then show how they are used for cost accounting 
purposes. 

Salesmen make up their orders two days in advance of delivery. 
These orders are peg-board forms, which are cross-added and 
balanced by comptometer operators, the totals being posted to a 
combined total order. The combined total order shows the 
quantities of trade brands ordered and must be transferred to 
a daily bake-shop order which shows the quantities of various 
types of doughs required. Using the bake-shop order as a basis, 
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the bake-shop superintendent calculates the number and kinds of 
doughs to be mixed and the number of man-hours required. A 
shop schedule is then compiled which routes each dough through 
the various processes and machines in the proper sequence. A 
labor schedule is also prepared for the man-hours required, the 
hours actually used being posted to the payroll. 

Formula cards are prepared for each dough required, showing 
the weights of the ingredients to be mixed, together with schedules 
of mixing and fermentation times, and temperatures at various 
stages. On the formula cards are also spaces for the weight of 
the dough after mixing and after fermentation. Doughs are 
mixed in accordance with the foregoing program the mixing 
process taking from 6 to 12 minutes. The flour and water are 
weighed by automatic scales and the other ingredients are hand 
weighed. The dough is weighed immediately after mixing and 
the mixing discrepancy is determined. After it is weighed, the 
dough is moved to the fermentation room where it ferments from 
2% to 4 hours. It is weighed again, after fermentation, and the 
fermentation loss is determined. 

The dough then moves down a chute to the divider, where it is 
automatically divided and counted; then on through the rounder 
to the overhead proofer; where it remains for about 20 minutes. 
After being proofed, it is moulded and panned and a count of 
each rack of pans is made. A blank oven count card is attached to 
each rack, showing the rack number and variety. The rack is 
moved to the humidifying room for final proofing, where it re- 
mains from 1 to 1% hours. From this point, the rack is moved 
to the oven, where the count is noted on the oven card and the 
card is dropped into a locked box. Baking in the traveling oven 
takes from 30 to 60 minutes; after which the bread is cooled for 
about one and one-half hours and is then moved by conveyor to 
the wrapping room. Depending on the variety, the bake-shop 
processes take from approximately 6 to 8 hours. 

At this point it will be necessary to go back and explain that 
at the time the combined total order was compiled, a wrapping 
order was made up and sent to the wrapping room, the individual 
salesmen’s orders being sent to the shipping room. 

The bread is now sliced and wrapped and the wrapping count 
made. It is then forwarded to the shipping room and distributed 
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according to the individual route orders, the count being tallied 
on each order. 

We are now ready to show how these various counts and reports 
are used for cost accounting purposes. 


Material Control 


A perpetual inventory of materials is kept both by units and 
amounts, the balances being verified weekly by means of a physical 
inventory. From this record the actual weights of various 
materials used is determined. The formula cards are recapitu- 
lated and the weights of materials put into the mixer, or otherwise 
accounted for, are so determined. The difference between the 
weights of materials used as per inventory and as per formula 
cards is termed “invisible loss,” and is the first controllable cost 
factor. 

Losses of this nature are due to the following causes: 


1. Short-weight packages having been received without detec- 
tion. 

2. Shrinkage of material during storage. 

3. Material wasted. 

4. Material misappropriated. 


From the recapitulation of formula cards, the mixing dis- 
crepancy is obtained. This is the difference between the weight 
of the ingredients, as per the formula card, and the weight of the 
dough immediately after mixing. The difference is a direct 
measure of mixing efficiency. 

We also secure from the same record the fermentation loss, 
which is the difference between the net weight from the mixer 
and the net weight sent to the divider. This factor measures the 
amount of evaporation during the fermentation period and 
establishes the net weight of dough for which the shop is respon- 
sible in scaled production. 

Loss or gain in scaling is obtained by comparing the net weight 
of dough sent to the divider with the sealed weight of the dough. 
The latter is arrived at by multiplying the divider count of the 
finished units of production by the scaling weight of the dough. 

It should be noted in passing that there is necessarily a differ- 
ence between the scaling weight of the dough and the baked-out 
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weight of the product due to evaporation. Periodically, the bake- 
out tolerance, which is the difference between the scaling weight 
of the dough and the marked weight of the production, is cal- 
culated. This figure is not necessarily the same as the baked-out 
loss, due to the fact that the baked-out weight is generally greater 
than the marked weight. 

Daily reports of dough cripples, shop cripples, cooler and con- 
veyor cripples and scrap dough are also received from the shop. 


Labor Factors 


From the payroll we obtain the man-hours and direct shop labor 
cost. From this information and the bake in pounds is calculated 
the bake shop output per man per hour and the direct shop labor 
cost per hundredweight. 

As mentioned previously, the wrapping room counts all wrapped 
production. From this poundage and the payroll is calculated the 
wrapping output per man per hour and the wrapping labor cost 
per hundredweight. The same information is calculated about 
the shipping room operations. Reports of wrapping and packing 
cripples are also received from these departments. 


Disiribution 

After the goods have been distributed to the individual routes 
by the shipping department, the salesmen’s order sheets are sent 
to the office. There they are balanced and valued and the amounts 
chargeable to the various routes are entered on the salesmen’s 
settlement sheets. A summary of the charges to the individual 
routes is made as a control for the cashier. 

When the salesmen check in, they must account for the total 
charged them, either in accounts receivable, in stale or in cash. 
The cashier then completes the control which had been previously 
prepared and enters the totals in the sales register and cash 
received record. 


Reconciliation of Production and Distribution 

The next step in our procedure is to reconcile production and 
distribution. To the bake-shop count of each variety is added 
the stock on hand of the previous day and the goods purchased. 
The sum of these is the total to be accounted for. Opposite each 
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variety is set up the sales, samples by classes, shop stale, cripples 
by classes and stock on hand. The sum of these equals the total 
accounted for. 

The difference between the two is the unaccounted for, over or 
short amounts by varieties. This information is summarized 
both by quantities and amounts. 


Report to Manager 


We have now completed the various subsidiary reports and 
are ready to summarize them in a daily report to the manage- 
ment. As mentioned before, the nature of the baking business is 
such that a complete manufacturing cycle occurs each day, from 
the mixiug of raw material to the distribution of the completed 
article. In order to properly control costs, it is essential that the 
factors affecting these costs be segregated, each department being 
held responsible for its particular operation. The report to man- 
ager informs the management, in a condensed form, of the rela- 
tive efficiency of the plant as reflected by the controllable cost 
factors. In this report, the total to be accounted for consists of 
the total production and goods purchased, both the total value and 
the per hundredweight value being shown. 

The total accounted for consists of gross sales less stales, sales 
of stale goods, difference in inventory of saleable goods, sales 
value loss of stale, cripples, samples and donations, both total 
value and per hundredweight value being shown. 

The difference between the two totals is the amount unaccounted 
for as detailed by the reconciliation of production and distribu- 
tion. 

In addition to accounting for the total production, this form 
provides spaces for various controllable cost factors as follows: 


Percentage of absorption: This is calculated by dividing 
the weight of the water by the weight of the flour after cer- 
tain adjustments have been made for other ingredients. 

Pounds and percentage of mixing loss or gain: This is the 
difference between the weight of materials used as per for- 
mula cards and weight of dough after mixing; and the 
percentage relationship of this weight to the total weight as 
per formula cards. 

Pounds and percentage of loss during fermentation: This 
is the difference between the weight of dough after mixing 
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and the weight of dough after fermentation; and the per- 
centage relationship of this weight to the total weight as per 
formula cards. 

Pounds and percentage of scaling loss and gain: This is 
the difference between the weight of dough to the divider 
and the divider count of finished production multiplied by 
the unit scaling weight of the dough; and the percentage 
relationship of the difference to the net weight of dough to 
the divider. 

The bake shop output per man in pounds and hours. 

The wrapping output per man per hour in pounds and 
hours. 

The shipping output per man per hour in pounds and 
hours. 

The cubic feet of gas fuel used per hundredweight. 

The total baked weight of finished production and the 
total weight of goods purchased in pounds, and the total 
baked weight of wrapped production in pounds. 

The weight of flour sweepings—warehouse and shop, waste 
wax wrapping paper and cellophane, and dough sweepings. 


The following information, both total value and cost per hun- 
dredweight, is compiled for each week and accounting period. 


Material Cost 

Direct Shop labor cost 

Wrapping labor cost 

Shipping labor cost 

Storekeepers’, engineers’ and janitors’ wages. 


Due to the fact that physical inventorjes are taken only once 
a week, the following cost factors are only calculated weekly: 


The pounds and percentage of invisible loss—flour and 
other ingredients. As explained previously, this is the differ- 
ence between the weights used as per inventory and used as 
per formula cards, and the percentage relation of this differ- 
ence to the inventory amounts. 

The pounds and percentage relation of dusting flour, pan 
and divider oil and trough grease to the net weight of dough 
to the divider are also computed. 


The report to manager is compiled daily, for the week and for 
the accounting period, which in our case is multiples of weeks. It 
might be interesting to note that our fiscal year consists of 52 
weeks, divided into nine periods of 5 weeks and one period of 7 
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weeks. Reports on a calendar month basis having been discon- 
tinued, because they were not comparable, due to the varying num- 
ber of business days in the calendar months. 

A daily abstract of the controllable cost factors, applicable to 
their respective departments, is furnished the superintendents of 
the shop, wrapping and shipping departments. 


Sales 


Weekly and periodic production figures are broken down by 
varieties showing the quantity, scaling and finished weights, and 
the dollar value of each item produced. 

For the purpose of controlling sales and stales and assisting 
salesmen in making up their orders, a daily record of sales and 
stales of the principal varieties, by quantities, is kept for each 
route and sales division. Daily, the various sales managers receive 
a report of the sales and stales of their respective divisions, for the 
day and week to date, showing the breakdown of sales by various 
sales classifications. 

Weekly, the sales and stales by routes are compiled and com- 
pared. The percentage of stale returns and average daily sale per 
customer is calculated, together with the weekly route average for 
various groups. This information is compiled for each division 
and for the plant as a whole. The weekly sales figures are still 
further analyzed in the manager’s weekly report of sales, wherein 
sales figures are broken down by group averages and the reasons 
for increases and decreases are noted. 

A weekly reconciliation of recovery on stale and crippled goods 
is made, showing in pounds and dollar value, the source, disposi- 
tion and average recovery per pound of this item. 


Summary of Reports Compiled 


The procedure outlined so far furnishes us with the following 
reports : 

1. A daily, weekly and periodical record of production 
and the disposition of the same, together with significant cost 
factors. 

2. Weekly and periodical analysis of production by va- 
rieties, showing the quantities, weights and values of the 
various varieties produced. 
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3. Weekly analysis of sales by routes, divisions and vari- 
ous other sales classifications. 

4. Weekly reconciliation of stale, showing the source and 
disposition of the same. 


With such a system of reports, management is provided with 
timely information on the use of material and labor during the 
manufacturing process, the detail of goods produced, and an an- 
alysis of all sales. 


Periodic Accounting Statements 


The periodic accounting statements consist of the usual balance 
sheet and profit and loss statement which has, in addition to the 
usual amount and percentage columns, a per hundredweight col- 
umn, the relation of weight to the particular amount involved 
yielding a better index of its relative value than a percentage an- 
alysis alone. 

The profit and loss statement is supported by the following 
schedules or analyses: 


1. Analysis of profit or loss by sales classification. 

2. Material cost analysis and production cost factors, including 
average yield of baked out production per barrel of flour and av- 
erage cost of flour per barrel. 

3. Detail of manufacturing, general plant and plant office 
expense. 

4. Detail of selling and delivery expense and analysis of por- 
tions applicable to various sales classifications. 

5. Detail of non-operating income and expense. 

6. Analysis of controllable labor costs, such as direct shop labor, 
wrapping labor and shipping clerk’s wages. 

7. Periodic transportation report showing for each vehicle, 
the mileage, gas, oil, etc. 

8. Analysis of poundage, average price and value of various 
kinds of wrappers used. 


Comparative Cost Report 


Periodically, the profit and loss statements are analyzed as fol- 
lows: The total and average per hundredweight figures for all 
plants are calculated and compared with the per hundred weight 
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figures of the best plant and with those of each plant. This report 
consists of the following analyses: 


Comparative Statement of Per Hundredwweight Cost To 
Door of Goods Manufactured for Current Period. 

Comparative Statement of Cost Factors Other Than Per 
Hundredweight Cost To Door Current Period. 

Comparative Statement of Selling and Delivery Expense 
For Current Period. 


The columns of each sheet of these statements are headed as 
follows: 


Best Plant 


Previous Period 
Your Plant — Period 


Average Figures 
Excess Over Average 


In addition, the actual stale loss and bake-out tolerance are also 
calculated, the actual stale loss being the returns valued at cost, 
less the sale of stale. The bake-out tolerance has been explained 
previously. 


Comparative Route Vehicle Expense 


Delivery expense accounts are classified according to whether 
they are fixed, semi-fixed or variable in their nature. With this 
information and the number of miles and routes, the total expense 
per mile and total expense per route per week is calculated. 


Cost Studies 

From time to time, cost studies are made of the cost of produc- 
ing some particular product. In these studies the quantities and 
values of all direct and indirect material and labor are taken into 
consideration in arriving at a cost to the door. 


Route Profit and Loss Statements 

At intervals, comparative route profit and loss statements are 
compiled, supported by schedules of vehicle expense and other 
selling and delivery expenses to show the operating result on each 
individual route, in addition to the factors contributing thereto. 
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In these reports, for each route, is shown the poundage, sales, 
less costs and expenses, and the resulting net profit or loss. Other 
than direct expenses are apportioned to the various routes accord- 
ing to the percentage of total load values on each route to total 
load values of all routes, or in proportion to the combined ton- 
nage, number of routes, etc. 


Accounts and Records 
The terminology and use of a few bakery income and expense 

accounts differs from that of the average manufacturing business. 
They are: 

Sales value of production. 

Sales value of goods purchased. 

Returns at sales value. 

Sale of stale. 

Raw material cost. 

Cost of goods purchased for resale. 


The accounting starting point is the sales value of production, 
rather than sales, due to the fact that the entire cost system is con- 
trolled by the general ledger. For annual statement purposes, the 
sales value of production must be adjusted by the amount of 
cripples, samples, plant floor stale and goods unaccounted for, to 
bring it to a sales basis. Notice, also, that there is no work-in- 
process account. 

General bookkeeping records consist of : 

General ledger 

Accounts receivable ledgers 
Expense analysis ledgers 
Perpetual inventory 
Payroll register 

Voucher register 

Cash received record 
Check record 

Journal 

The system just described furnishes accurate cost data on pro- 
duction, sales and expense. Reports are available when they are 
of value and provide the control over material, labor and over- 
head that management requires. 


1308 


























June 15, 1939 N. A. C. A. Bulletin 





CAKE BAKERY COST CONTROL 


By Earle R. Herbert, 
Certified Public Accountant, 
Wilkes-Barre, Pa. 


‘iow baking business is unique in that it completes a full manu- 
facturing cycle during each twenty-four hours. Each outlet 
places its order in the late afternoon. These orders are combined 
into a production order immediately, completed during the night 
in a bread or pie department, or during the following day in the 
cake department, delivered immediately, billed before afternoon, 
and in many cases paid for before the end of the twenty-four 
hours. This characteristic is the predominant factor in the evo- 
lution of cost and administrative records differing considerably 
from records to be found in more slowly moving businesses. 

It is evident that it is possible and practicable to arrive at a 
complete accounting each day without any interruption of activity 
if the results obtained by so doing justify the clerical cost entailed. 
It is usual to make weekly closings in many plants, particularly in 
bread manufacture. In the plan immediately under the writer’s 
accounting supervision, we make a complete closing and compu- 
tation every four weeks, supplementing this with special tests for 
information as we feel any sudden change in conditions warrants 
them. 


Use of Daily Report 


At intervals we have maintained for short periods a daily man- 
ager’s report in which, starting at the stock room, we calculated 
the dollars and cents loss or gain in batch weight produced from 
material used: 


1. The loss or gain in cakes dropped from the batches accord- 
ing to formula weights. 

2. The loss by oven and wrapping cripples. 

3. Through shipping room records and inventories, the invisible 
loss of finished cake. 


The reconcilement of the differences in this report and the running 
down of extraordinary items takes a considerable portion of the 
day of one person, but my experience indicates that the investment 


1309 











N. A. C. A. Bulletin June 15, 1939 





is a good one. Even without any managerial action, the mere 
checking of cripples, shortage in yield, etc., by the clerk charged 
with the preparation of the sheet results in a surprising decrease 
in controllable loss. 

I know of no manufacturing business in which control of con- 
trollable cost factors pays such large dividends as it does in the 
baking business. 


Material Losses 


Logically, the first important controllable cost factor is material 
handling. Material is the largest individual element of bakery cost. 
It follows, therefore, that in the handling of the materials may oc- 
cur the greatest loss. One of the most important elements of ma- 
terial cost is represented by the difference between the quantity 
of material consumed as shown by purchases and inventories and 
the actual weight of material put into the mixer. Losses of this 
nature are due to the following causes: 

1. Short weight packages received by the receiving room with- 
out detection. In the controlling of this loss, first class weigh- 
ing equipment is the first consideration, and conscientious, 
hard-working and adequate receiving room personnel a close 
second. We make it a practice not to allow our receivers to 
know what the billed weight of an incoming shipment is until 
they have sent up their own weight on the receiving slip. 
However, the bulk of the material received in a bakery comes 
in containers of a standard weight, or, as in the case of short- 
ening, with the supposed weight plainly stamped thereon. We 
have from time to time detected serious differences in the ac- 
tual weight of material shipped in standard weight contain- 
ers, but it is very evident how greatly tempted a receiving 
clerk may be to accept the supposed weight without proper 
tests when he is struggling with the receipt of several car- 
loads of merchandise. 

. Loss in materials by shrinkage while in storage. A normal 
loss through shrinkage is of course unavoidable. However, 
improper storage conditions will run this loss to an exces- 
sive degree, and much saving can be effected through the 
arrangement of the stock and the control of the temperature 
and humidity. 


t 
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3. Loss in materials by wastage and misappropriation. Most 
of the items of bakery material are very readily salable out- 
side of the bakery, and can also be readily used in the home. 
Misappropriation is therefore an ever present possibility and 
the leak from this source can be very large. Sufficient expen- 
diture is always justifiable to insure records which will im- 
mediately reveal this type of loss. The safeguards placed 
around the stock to prevent misappropriation also auto- 
matically control wastage. 


System of Stock Control 


Our system of stock control, adapted from the system under 
which I worked as a field auditor for the Goodyear Tire and Rub- 
ber Company, functions very satisfactorily. I shall describe it as 
it was originally installed because individual temperaments make 
slight changes as they take over operation. The stock clerk main- 
tains a stock card for each commodity. In theory, each card is 
placed in the bin or with the commodity which it governs. All ma- 
terial moves from the stock room on requisition supplied to the 
department foreman by the factory office. In filling the requisition 
the stock clerk records the withdrawal upon his card as to date, 
requisition number and amount, at the moment and at the place 
where he withdraws the material. He has a schedule of com- 
modities to be counted and compared with his card daily so as to 
cover his entire stock once a week. 


A control card is maintained in the factory office on which, from 
invoices and requisitions, a parallel record is maintained. When 
the weekly or periodic inventory is taken, the clerk who takes the 
inventory goes into the stockroom for the count with his inventory 
already showing the amounts on hand per the office control cards. 
Where the physical count, stock room card and office card imme- 
diately agree, the item may be dismissed without further consid- 
eration. If the physical count agrees with one card and not the 
other, the cards are compared to locate the difference, and it is 
unnecessary to make any further physical count. Agreement of 
both cards but disagreement with the physical count indicates either 
a miscount, a leak, or very unlikely, a transaction missed by both 
office and stock room. 
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Calculating Cost of Material Used 


This plant has practically no stockroom loss unaccounted for. 
Incidentally, we use our perpetual inventory for another purpose 
than the above and for the guidance of the purchasing department. 
In the preparation of our profit and loss statements at the end of 
each cost period, prior to the installation of these records, we ar- 
rived at the cost of our materials used from our general records, 
that is, old inventory plus purchases less new inventory. This fig- 
ure was never known to be absolutely correct. Invoices and credits 
got into the wrong period, errors were made in inventory exten- 
sions, and the figure was altogether unreliable. For several years 
we have arrived at the cost of material used from two independent 
sources. The cost of material used is computed from the per- 
petual inventory by the clerk in charge of this record; and inde- 
pendently the general office makes its computation from the pur- 
chase records and the physical inventories. These figures come 
from both sources broken down by commodities. They are com- 
pared by commodities, and the cause of any differences is found 
very quickly. The result is a thoroughly accurate and dependable 
cost of materials used each four weeks. On the latest statement 
taken off by me these two figures varied from one another 
.0000056. 


Control of Shop Losses 


After control of stockroom losses, the next controllable cost 
factor relates to the shop losses. The origin of the first of these is 
in the mixing room. The margin of profit in wholesale baking is 
very narrow, and formulas, after having been carefully figured 
and constantly kept up to date, must be rigidly adhered to. We 
compute from the number of batches recorded as having been put | 
into production, the theoretical consumption of materials as per 
the formulas. This is compared item for item with the perpetual 
inventory record of materials used. If, upon a four-week basis, 
the difference seems to justify, we cut the period of calculation to 
one day, inventorying the material upon the shop floor and benches 
until the matter is under control. 

This difference, of course, is not chargeable entirely to errors in 
mixing weights. By the methods previously outlined we are able 
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to eliminate from the difference losses from misappropriation. 
However, the other stated sources of loss, shrinkage, wastage, 
etc., are elements in the difference impractical of separation unless 
the leak is of sufficient size for costly analysis. 


Loss in Scaling 


The next important feature of controllable shop loss is in the 
scaling. It is vital that the scale weights of the dough follow closely 
the formula determination. In a cake plant the line comprises a 
great number of items of varied weights, and the matter calls for 
close supervision. We record the weight of the wet dough upon 
a tag which accompanies each mix to the droppers or scaling 
machines. After the dough has been dropped the yield in units is 
recorded on the tag, so that when the tag reaches the office we are 
able to compute daily the gain or loss in scaling for each batch. 
The weighing of the wet mix and the count of the drop calls for a 
certain amount of extra work in the mixing and scaling rooms, but 
the resultant figures are invaluable to our plant superintendent and 
we would not be without them. 

Our system, as originally conceived, called for the above men- 
tioned tag going from the scaling room to the ovens, where the 
number of units as recorded was checked into the oven by the oven 
man and out of the oven to the wrapping room. The tag, then 
having recorded the cripples upon it, would indicate the number 
of units going to the wrapping room. From that point the tag 
went to the shipping room, where the number of wrapped units 
was to be recorded by the clerk checking the wrapped packages 
into the shipping room, thus determining the wrap~.n, room loss. 
Because of the great number of individual items 1. the line and 
the fact that many of these items go through the ovens and wrap- 
ping room simultaneously, this portion of the accounting slows up 
production somewhat and is not made a matter of daily routine. 
We run these tags from the scaling room through this routine to 
the shipping room from time to time as we feel necessary. 


Shipping and Wrapping Room Losses 


A count is made each morning of the units on hand in the ship- 
ping room after the salesmen’s load. To this is added the number 
of units received in the shipping room from the shop, which com- 
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putation is made as the wrapped packages enter the shipping 
room on the conveyor belts. The general office computes during 
the day the number of units shipped or delivered during the day 
and when this amount is subtracted from the previous figure, the 
result should equal the following morning’s count. This phase of 
our procedure is rigidly adhered to and all differences are run to 
the ground. 

We think that after this description of the theoretical shop 
routine, you will clearly see how completely satisfactory the daily 
manager’s report, mentioned in the early paragraphs of this paper, 
can be. From the tags, batch reports, etc., we can compute the sup- 
posed yield of 100 per cent efficiency. From the selling price of 
this yield, we can deduct mixing losses, scaling losses, oven losses 
and wrapping losses. The difference between this figure and the 
selling price of the package units received in the shipping room 
represent losses unaccountable. Good discipline reduces this un- 
accountable loss to a negligible amount, and the report then pre- 
sents daily to the manager a complete story of the efficiency of the 
day’s operation. 
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CONTROLLABLE LOSS FACTORS IN THE 
BAKING INDUSTRY 


By John R. Lindsay, Office Manager, 
Borck & Stevens, Inc., Bridgeport, Conn. 


» THE baking industry the profit margin (the difference be- 

tween cost and selling price) is so narrow that invariably the 
difference between a plant operating at a profit and one operating 
at a loss lies in the efficiency of its control over miscellaneous 
losses. Thus, the management leans very heavily upon the cost ac- 
countant for records and reports which will show the trend of con- 
trollable losses. 

It should be realized that it is not possible to operate a bakery 
without there being some loss due to these miscellaneous factors. 
However, these losses are very much higher in bakeries which do 
not use cost accounting methods of control for the simple reason 
that in these bakeries the losses are unknown and are, therefore, 
probably greater than the management realizes or suspects. 

In dealing with these controllable losses, the bakery accountant 
is fortunate in having a wonderful yardstick with which to com- 
pare and measure his facts, namely, 100 pounds of baked prod- 
ucts. To illustrate: The bakery acountant knows by past experi- 
ence and comparison what the cost per 100 pounds of damaged 
products should be. If this cost should exceed this set standard, 
supervision is tightened to see that cost is quickly brought back to 
normal. It should be noted that record is kept of the amount of 
loss, not only for the purpose of knowing its value, but for the 
more important purpose of keeping it within the average set for 
profitable operation. 


Invisible Material Loss 


Invisible material loss may very well head the list of control- 
lable items which the bakery accountant is called upon to check. 
This is the unaccounted for raw material. The receiving clerk 
may permit materials to come into the plant short weight and with- 
out properly checking shipments. Improper storage facilities may 
result in excessive evaporation of the moisture content in flour 
which is usually the largest inventory item. In our bakery, we en- 
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deavor to keep the storage basement at a temperature of around 
70 to 75 degrees with proper humidity, in order to keep the evapo- 
ration down to the very minimum. Although government stand- 
ards permit flour mills a certain percentage of moisture in each 
bag of flour, careful weighing of the flour upon receipt will detect 
any variance from this permissible moisture content. Raw ingredi- 
ents carelessly handled throughout the plant contributes heavily to 
invisible material loss. There is always the possibility of misap- 
propriation. Material costs increase sharply if, upon an inventory 
of $50,000, there is a 4 to 5 per cent invisible material loss. 

To aid in control of this loss, a weekly inventory is taken, a de- 
tailed record of each kind of raw material is kept (Exhibit 1), and 
this is checked further by a Raw Materials Ledger in which all 
bills covering purchases of materials is entered (Exhibit 2). 
From a daily dough sheet a weekly recapitulation of the materials 
which the production department reports using, is made and is 
checked against the amount actually used as shown by the weekly 
physical inventory. A further check secured from the daily dough 
sheet is concerned with the quantity of manufactured goods pro- 
duced from the amount of materials reported. As each product 
has a definite scaling weight, the amount produced is a key to the 
amount of raw materials which should be used. Each week, when 
the amount of invisible material loss is figured, an itemized list is 
posted in the production department. Materials which show a loss 
week after week should become the object of a drive by all depart- 
ments—receiving, production and office—to bring it under control. 
Scales which weigh the ingredients should be checked. The im- 
portance of accurate scaling of raw materials should be brought 
home to those in charge of this division in the plant. 


Loss from Cripples 


Damaged products, known in bakery circles as “cripples,” 
present another problem for the accountant. This may be a spoiled 
dough, products burned in the oven, damaged on the conveyor, in 
packing, or in the wrapping and slicing room. There are others, 
but these are the more usual cripples. Various factors contribute 
to the fact that such losses cannot be entirely eliminated. An oven 
may break down, a slicing or wrapping machine may jam, or the 
electric power may be shut down suddenly. Again, the human 
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element is ever present: A dough mixer may forget an ingredient 
in the dough, an oven or conveyor man may carelessly handle 
products while they are too warm, or a shipping clerk may knock 
over a full rack of freshly baked cakes. 

As a rule this item can be brought under control. The super- 
intendent of each department reports the list of cripples in his de- 
partment daily. This can be broken down by shifts, and in in- 
stances where damaged goods are too high, the daily report should 
include the names of the employees responsible for the cripples. 
Daily posting of the amount of cripples in each department on a 
large blackboard is another effective method of control. It should 
be noted that a very small recovery is possible from these dam- 
aged goods. They are salable to farmers, institutions and zoos 
for animal feed. 


Unaccounted for Finished Goods 


The third controllable loss to be discussed is, fortunately, easier 
to control than the others mentioned. This is “Unaccounted for 
Finished Goods,” and is simply the difference between the product 
manufactured and the product sold. The production department 
may report sending 1,000 items to the shipping room. The ship- 
ping department, after distributing these items to several hundred 
salesmen, may be able to account for only 990 items. The differ- 
ence of 10 items is “Unaccounted For Finished Goods.” Elements 
contributing to this difference may be: error in the production 
count, i.e., the fact that the shipping room did not receive full 
1,000 items; dishonesty of shipping clerk or salesman; or a mis- 
take in charging the items, i.e., giving a salesman 50 items and 
charging for only 40. 

Careful checking is necessary to determine where the responsi- 
bility lies. An accurate count of production will place the respon- 
sibility upon the shipping room. If this still results in a large un- 
accounted for loss, shipping clerks should be changed, as dishon- 
esty or carelessness is the only answer. In our plant, solution of 
this problem in the shipping room was accomplished by splitting 
up the salesmen’s orders into small groups, each in charge of a 
group leader. Total of goods required by Group No. 1 was deliv- 
ered to the leader of that group. Additional groups were treated 
likewise. This is merely an application of the principle of con- 
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trolling a large item by breaking it down into smaller groups more 
easily handled. A daily report of the mistakes made by each group 
is a further aid in revealing whether the most efficient shipping 
clerks were the most efficient group leaders. Daily posting of the 
amount of unaccounted for finished goods on a blackboard in the 
shipping department is also important. 


Returned Goods 


Returned goods or “Stale Returns” are also subject to the 
scrutiny of the bakery cost accountant. However, the control of 
this item is usually in the hands of the sales department. These 
goods are usually returned to a returned goods store or “stale- 
room.” As a rule, high stale returns mean smaller net sales, so its 
importance can readily be recognized. Reports to the sales de- 
partment of high stale returns usually requires an analyses of 
which salesmen are guilty of heavy returns, and a careful check 
to discover which items he is returning. Control of the particular 
salesman’s daily orders, and a study of the conditions in the terri- 
tory which he covers can ordinarily correct this item. A bakery 
usually has an outlet for selling these stale returns, perhaps a store 
at the bakery, or stores located in neighborhoods which will pat- 
ronize this type of store where the returns are sold at greatly re- 
duced prices. 

The foregoing paragraphs have outlined in some detail a few of 
the controllable loss factors which daily enter into the life of the 
bakery cost accountant. Others, which will be mentioned briefly 
in this article, are production per man-hour, and loss or gain in 
scaling, but these do not complete the list. 


Baking Accounting Procedure 


Briefly, the procedure to get production under way in a bakery 
is for salesmen to turn their individual orders in to the order de- 
partment. A Bakeshop Order (Exhibit 3) is given to the produc- 
tion department. From this the shop superintendent prepares his 
daily schedule of production and requisition of materials. 

Each morning when the bakery cost account reports for work, 
there is a speedy but orderly and systematic method of gathering 
the information required for the daily report to the management 
of the production and sales for the day. 
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The daily dough sheet is prepared from formula and production 
cards turned in by the production department. The difference be- 
tween the formula weight and the product weight reveals the loss 
or gain in scaling. This is arrived at by multiplying the number 
of items produced by the scaling weight of that item and compar- 
ing it with the weight of the materials reported used to make that 
number of items. A loss iri scaling may mean that the product was 
over-scaled and left the bakery weighing more than it should, or 
that the production department used more ingredients than were 
called for in the formula. If there is a gain in scaling, the reverse 
of this preceding statement may be true. 


Production per Man-Hour 


From the dough sheet and from subsidiary reports from the 
production department, a Controllable Factors Report is prepared. 
Outstanding on this report is the item, production per man-hour, 
which is a definite indication of the efficiency of the production de- 
partment. Past experience and comparisons over a period of years 
have informed the management what this production per man-hour 
should average. If it shows a downtrend, efficient management 
ferrets out the answer which may be a program of education for 
employees towards greater efficiency. 

A recapitulation of production and distribution for the day is 
prepared from salesmen’s orders, production reports and damaged 
goods reports. Every item of production must be accounted for on 
this report. A daily sales and cash report, prepared by the cashier, 
furnishes sales and returns figures and others for the accountant. 

All of this information is gathered and consolidated on the daily 
report to the manager (Exhibit 4). Armed with this report, the 
bakery cost accountant can present a picture of the day’s oper- 
ations. Controllable loss factors out of line can immediately be 
brought to the attention of the person responsible. 

It must be emphasized that all of these reports must be prepared 
daily and with the utmost speed. No reports can be placed aside 
until the office finds time to do them. They are of no use unless 
the information they reveal is used at once. 

In closing, it may be stated that the foregoing principles and 
methods of controlling loss items peculiar to the baking industry 
are being successfully applied by a successful baking enterprise. 
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DAILY REPORT TO MANAGER 
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ose During Fermentation 
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Dusting Flour Used 

Product's per Man-Hr.—Beking 
- —Finishing! 





Total Production 


B REEES 


BE 








BoE GE 


BE 





B 














REMARKS: 














237-1808. S P-L 


Exuisit 4 


1323 











PR aerry OF 


OFFICIAL’ BINDERS 
for the 
N. A. C. A. BULLETIN 


CUMULATIVE BINDER $2.00 @ 


The Cumulative Binder illustrated at the 
right is designed to file your N. A. C. A. 
Bulletins issue by issue as you receive them 
throughout the year. It is a tape binder 
with a strong automatic locking device 
which holds the inserts firmly in place from 
the very first insertion. It is of black fabri- 
koid with stiff covers, lettered in gold with 
the name and seal of the Association, as 
shown in the illustration. The binder can 
be used from year to year for accumulating 
the Bulletins if you transfer the complete 
volume to a Permanent Binder at the end 
ef each year. 








@ PERMANENT BINDER $1.50 


This Permanent Binder is made to hold a 
full volume of technical Bulletins. It is 
black fabrikoid, lettered in gold as shown 
in the illustration at the left. The binding 
device consists of metal strips which are 
run through the punching in the Bulletins 
and locked into place permanently by a 
simple manual operation. 


This binder will not take the place of the 
Cumulative Binder, as it is not a loose-leaf 
device. It is designed only to take the 
place of having your volumes bound by a 
bindery. It is less expensive than binding 
and, we believe, equally attractive. 


Order with remittance should be sent to: 
National Association of Cost Accountants 
385 Madison Avenue 
New York, New York 
































